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Applicable only to that simple state of tilings in which money
only is used for purchasing; purposes, and credit is unknown.
Cetens panlus general prices vaiy mveisely as the amount of
money in circulation, but credit is the most important of those
other things which must be the same. General prices depend
more, in a country like England, on the state of credit than
on the quantity of money. ' For credit though it is not a pro-
(ductive power is purchasing power; and a person who, having
' credit, avails himself of it in the pmchase of goods, creates just
'as much demand for the goods, and tends just as much to raise
'their price, as if he had made an equal amount of purchases
' with ready money; * This kind of credit which constitutes
purchasing power may, certainly, be repiesented by a bill of
exchange, which is a form of paper money; as when one dealer
pays an other by a bill on a third. But ifc also may, and fre-
quently does, happen that a series of tiansactions between two
met chants, involving the mutual tiansfei of goods to any con-
ceivable value may require the mteivention of money, metallic
or paper, only to the trifling extent necessary for the payment
of the residual balance of their accounts. "We must remember
then, that the purchasing power of an individual, (or of a com-
munity), consists of the amount of money in his possession, or
due to him, plus the amount of credit at command : and that it
is the portion of this purchasing power which is brought into
-exercise that affects prices.

Again; as money affects prices m proportion to its actual
amount multiplied by the number of times it changes hands, so
credit, which in respect of purchasing power is equal to money,
produces an" effect upon prices proportionate to the number of
transactions it effects, Ciedit transferable is more influential
than ciedit which effects but one purchase. Therefore, the amounts
represented being equal, bank-notes influence general prices more
powerfully than bills of exchange, and these more than book-
credits. The last effect the payment of the balance remaining
due between traders after a series of transactions; bills of exchange
may effect five, six or more payments before being finally cashed,
by the simple process of endorsement; while bank-notes pass
freely innumerable times from hand to hand, and may never be
ultimately cashed at all.

Starting now from the established principle that, other things
"bemg the same, the value of any currency of any country, esti-
mated in commodities, varies inversely as its amount, and
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